The adoption of & budget balanced at
full employment and revenue sharing
are the major features of the fiseal 1972
budget. The recent declines in defense
spending are reversed.

A BUDGET balanced at full employ-
ment, revenue sharing, and a turnabout
in defense spending highlight the 1072
Faderal budget submitted to Congress
late last month.

In presenting the new budget, the
administration formally adopted for the
first time the principle that the ceiling
on Federal spending should be the
revenues that would be generated under
conditions of full employment. In fiseal
1972, the unified budget shows a $0.1
billion surplus at full employment and
an actusl deficit of $11.6 billion.
(For a further discussion of the “full-
employment budget” concept see box
on page 14.)

Revenue sharing, the major new
spending initiative in the budget, would
provide a significant amount of new
money for State and local governments
in fiscal 1972, and remove restrictions
from certsin existing grant programs.
Obligational authority totaling over $16
billion (on & first full year basis) would
be devoted to the new revenue sharing
program.

The projected increase in defense
spending in the unified budget reverses
the trend of the last 2 wears. The
Department of Defense (DoD) esti-
mates that in terms of 1972 budget
prices, DoD and military assistance
expenditures in fiscal 1972 will be down
nearly $24 billion from fiscal 1968—or
roughly the amount some analysts have
estimated as the added cost of the
Vietnam war. Although the 1972 in-
crease is entirely attributable to higher
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rates of pay, Defense Department
officials have indicated that the sharp
cuthack in other defense spending has
about run its course and that future
budgets will emphasize the develop-
ment and purchase of new weapons and
equipment.

Large gains in outlays and receipts

The budget projects a fiscal 1972
increase in outlays of $16.5 billion, or
about the same as the rise in the current
yvear. Civilian programs account for
$15.4 billion of the 1972 advance and
national defense for the remaining
§1.1 billion. Outlays for income security

Federal Fiscal Position
Deficits estimated for FY 1871 and 1972

Billlan %

programs (mainly for OASDHI bene-
fita and public assistance) are to rise
more than %5 billion, revenue sharing
adds $4 billion, and pay increases,
including allowances for the proposed
all-volunteer foree, add more than $3
billion. Other functional areas showing
significant gains include natural re-
sources (up $1% billion) and health
($1 billion).

Receipts are estimeted to rise $23.4
billion in 1972, reflecting the rapid
growth of the economy assumed in the
budget projections. Receipts under
existing legislation are estimated to
increase by $23.8 billion, while proposed
legislation, mainly to increase the social
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geourity tax base, wonld add ancther
£2.8 Dbillion. Howewer, othor tax
changes—such as liberalized deproci-
ntion and a speadup this year in the
deposits of certain tnxes—would lowar
receipts by $3.2 billion from fiscal 1971
to fiscal 1072,

The defieit in tha unified budget
moves [rom $2.2 billion in 1970 to 318.6
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hillign in 1071 and $11.8 billion in 3972
{(table 1). Undsr the concepta uaed in
the Federal sector of the nationsl
ncome oecounts (NTA}, the budgst
ehifts from a surplus of $0.8 billion in
fiecal 1970 to deficite of 515 billion in
1971 and $4.2 billion in 1072,

The shrinkags of the deficit in 1972
ia more pronounced on the NIA basis
than in the unified budget largely
becnnse of differences in the timing of
receipts, Tha NTA Federal santar revords
many raceipts on ap acorunl basis
while the budget is on o cosh collestion
basis, Accruals ara expected to axceed
gollections by 31% billien in fiseal 1971
but by %44 billion in 1972. This
widening of the gap reaults principally
from the rapid growth projected for
profits and personal ineome in fiscal
1972—conditions in which NIA receipts
can ba expected to grow foster than cash
collsctions. Aleo contributing to the
widaning of the gap in 1972 is the fuct
that changed requiremenis for the
deposit of certain taxes will boost col-
lections in 1971 by over §1 billion but
hoave no effect on NIA accrunls.

February 1971

Table Z—Cpunecil of Boonomis Adrviesras’
Projoction of 1971 ;NP

[Bikma of dolfare]

Calemdar your
4 171
schul | CEA

[

b g [T E | F R s————— . ¢ N PR
Paraonol coprumption sxpoadigores. .| OMLT e
Gro privats domeatly lovemment,.,.| 1367 b

Himrogdeniia! Need Investmeny. | 1024 14
Rowdooimt S0achurtd-, cv v raveea| ST 4l
Chazge in usinea Inventoriea..| 50 a
LT L v 1 P nt L
Govtrument purtidds.. ... weaa| SHLE Fo o
Fuodeal. .. FE o7 %8
Bocoamd beond. . iaiaisaaao o] LELE -]

HorE.—DLhetall may et sdd 10 QLD 400 0 roukding.

The budget projections are baszed an
an gesumed increasa in GNP from $077
billign in calendar 1970 to $1,085
billion in 1971 (table 2}, n rise of 9
percent compared to Inst yenr's advance
of 5 percent. Personal income is pro-
jected mi $868 billion, up $67 billion.
Corporate profits befors taxes ars
eatimnted to incrense 816 billion to 598
bhillion, before adjustment for proposed

The Full-Employnient Suteplus

The fll-employment surplus (FES)
s on cstimate of the amount by which
Federsl ravenues would excesd Federal
expenditurés if the esoncmy  warn
;?mating at a2 bypothoticel full.em-

oyment lavel of astivity st current
priog levals,

Although the FES concept dates book
to work dane by the Committes fyr
Eomomie Developmwent in the 1940%,
it was Brab given mesjor prominence by
the Countil of Economic Advisers in
the carly 1060'a. At that time o pmetical
need “m?h&gt for a mensure of the
impact of bu policy on the econemy
hral'ﬂ.er than tgimalm.] hudeet surplus
ar deficit. The 1972 budget recontly
submitted to Congress relies heavily on
tha FIES catwent.

Ten of the actool budgat to fudge the
impact of Anonl podloy can e mislgading
hettwise its aurpius or defieit reflests
the seonemy's influetice an the budget
as welt aa the [nfluence of the budget on
the cconomy. Fer axomple, Gov-
emiment might bo taking restrictive
figseal nctions but n wenkening of the
munom:; .n?:md Chige t?m astual doAeit
to rize, sugEeEting cxpanslonary
pollies, On other hond, & booming
coonomy eeuwld lead to & rfse in the
gurplus ot o time when tax roges ave
teduged and cxpenditnre  poligiea be-
toie more expansicoary. It is in order
o absteact Erom the efeck that changing
Ieveds of cconomie activity have on the
budget thet a single level, thot of &

“fully-smplayed'’ eseonomy, s used to
FTIS.

oploulata the
The methodo] generally employed
in enlyulations of the fullersployment

eurplug can be summeactged in four
m t]

i
{1 Rexl GNP i5 cotimseted on thoe
baza of potentinl Ffull-empleyment
rowrth, ond onverted to eurrent
ollnrs uging the notusl rete of price
change,
é“l] Fuil-emplayment incoms s di-
vided inte varigus jax heses suoh o2
4l Ingome and corpoetnote profts.
(3 Rffactive tax rates upder prosent
lawa ars computed for eoch ek base,
and full-employment revenves derived.
(4) Fellcmployment cxpengditures
nre  osloulated by subtracting  from
agtuel mimndlt.uma the diferones ba-
i

twoen aatusl and estimoted full-em-
plovment levels  of  anemployment
vomponsation.

Although the FEE ia generelly esleoy-
Inted on an NIA baxis, it eon bo
malealated in terme af wnified budget
data, na i3 done n bhe 1972 Budgzet
deoument.

Az noted in the 1971 Eeonominr
Reporl, the absolote lewvel of the (ull-
employment Hné'lplua I» of limited migni-
ficanen for indienting the ecxtent of
ficcal restraint or stimudys. Ch in
the FES fram period to per T (]
generally  eonsideped 0 ha Ghe moro
gignifeant indieatora.
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new depreciation rules that give com-
panies greater flexibility in writing off
equipment for tax purposes. Allowing
for the added depreciation, calendar
1971 profits are estimated at $93.4
billion.

Fiscal policy in calendar 1971

According to the Council of Economic
Advisers, the actual NIA deficit in
calendar 1971 will be about the same as
the $11 billion 1970 deficit. Both ex-
penditures and receipts are projected to
rise about $17 billion. Since the net
effect of tax changes will lower calendar
1971 receipts by $1% billion, the actual
gross revenue growth is proiected at
about $18% billion.

When the NIA data are calculated
on the assumption of full employment
in calendar 1971, the full-employment
surplus is little changed from the 1870
figure (chart 8). This is in contrast to
last year, when a shift toward a more
expansionary fiscal policy resulted in a
&5 billion decline in the surplus. Thus,
it appears that the new budget will
sustain, but not accelerate, the moder-
ate expansionary course established last
year.
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Changes in Full Employment Surplus,
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Eeonomics.

Projected budget path

If budget projections are realized,
the actual NIA deficit will decline
from about $13% billion (annual rate)
in the second hall of calendar 1970 to
about $3 billion in the first half of
calendar 1972.

Large increases in both receipts and
expenditures are expected in the first
half of 1971. The $12% billion receipts
gain largely results from assumed
strengthening of economic activity.
Although increases in the social security
tax rate and base will raise contributions
nearly $6 billion (annual rate) in the
first quarter, this is largely offset by
lower income tax withholdings resulting
from tax reform and from reductions in
corporate tax liabilities because of the
new depreciation rules.

NIA expenditures are estimated to rise
$13 billion in the first half. A military
and civilian pay raise boosts purchases
$21 billion (annual rate) in the first
quarter. A 6 percent increase in social
security benefits, paid in April but
ratroactive to January, adds $4% billion
(annual rate) to transfer payments in
the second. Other transfers and grants-
in-aid are also expected to show strong
advances, The effect in the second
quarter of the postal rate increase
scheduled for mid-May is approxi-
mately offset by an April pay raise for
postal workers,

A strong uptrend in economie activity
and rapid growth of receipts are
expected to continue in the second half.
Expenditures will rise only $5 billion,
resulting in a substantial decline in the
deficit, Transfers, interest, and subsi-
dies will show a net decline, but the
drop in defense spending will halt and
nondefense purchases will rise strongly.
Grants-in-aid will jump noticeably in
the fourth quarter when general
revenue-sharing—$5 billion at annual
rates—is scheduled to begin.

Further shrinkage of the deficit is
projected in the first half of calendar
1972. Despite further reductions in
income tax withholding resulting from
tax reform, total NIA receipts, particu-
larly corporate profits tax liabilities,
are oxpected to advance sharply. Ex-
penditures should rise more modestly,
although a January 1 pay raise for
Federal employees will boost purchases
of goods and services. Most of the
remaining growth will come in grants-
in-aid and nondefense purchases,

Federal receipts and expenditures as
measured in the national inecome and
product accounts for the fiscal years
1870-72 are shown in table 3

Fiscal 1972 Receipts

Faderal receipts in fiseal 1972 are
projected to total nearly $226 billion
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on the NIA basis, an advance of about
826 billion over the current estimate for
fiscal 1971, In fiscal years 1970 and
1971, tax reductions and the sluggish-
ness of the economy limited the growth
of receipts to $7% billion and %1%
billion, respectively.

The projected 1972 increase would
ronk second only to the record §31
billion advanced in fiscal 1969. That
was the first year of the income tax
surcharge, and nearly half of the 1969
revenue gain was attributable to tax
increases. The projected 1972 increase,
by contrast, rests almost entirely on
the rapid acceleration of economic
activity assumed in the budget. Higher
incomes account for $24% billion of the
1972 increase, while the net effect of
tax changes is to add only $1}% billion
{table 4), For fiscal 1971, a 39 hillion
increase in receipts resulting from higher
incomes is expected to be largely offset
by a $7% billion decline due to tax
changes, mainly the expiration of the
surcharge.

The 1972 increase in receipts attrib-
utable to tax changes is the net result
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of many factors, but occurs principally
because of revenue increases resulting
from: (1) an increase in social security
tax rates effective January 1, 1971;
(2) a proposed incresse in the social
seourity oarnings base; and (3) the
recently enacted speedup in estate and
pift tax payments. These increases
more than offset reductions in personal
and ecorporate income taxes resulting
from provisions of the Tax Reform
Act of 1969 and the recent liberalization
of depreciation rules.

Tax relief cuts rise in personal taxes

Personal tax and nontax payments
are projected to reach $99 billion in
fiscal 1972, an increase of $8% billion.
A gain of about $10% billion attribut-
able to higher incomes will be partly
offset. by a net loss of nearly $2 billion
because of tax changes.

Tax relief measures adopted in the
Tax Reform Act of 1969 will cut
receipts about $2% billion between 1971
and 1972, and another 3% billion will
be lost because of the proposed change
in depreciation rules (affecting taxes on
unincorporated business), These reduc-
tions are partly offset by a $1% billion
nonrecurring increase in estate and
gift taxes; under recently enacted legis-
lation, the estate tax must be paid 9
months after death instead of 15
months as previously, and gift taxes
must be paid quarterly rather than

February 1871

annually. The major impact of this
speedup will be felt in the fourth
gquarter of 1971 and the first quarter
of 1972,

Disposable income has already been
significantly affected by the tax relief
aid reform measures enacted in 1969,
principally those raising the personal
exemption and the standard deduction
and eliminating the phaseout of the low
income allowance. Withholding rates
were lowered in January and July 1970
and January 1971 to reflect some of
the new measures, and will be reduced
again in January 1972, However, non-
withheld payments, mainly for final
settlements, are expected to increase,
largely because some of the reform
measures increase taxes on incomes not
generally subject to withholding, The
new depreciation rules, however, should
reduce nonwithheld payments in 1972,

Table 5 shows the estimated net
impact on personal tax payments of
the wvarious tax reform and relief
measures, repeal of the investment
credit, and the new depreciation rules.
The estimates, which rest on the eco-
nomic assumptions used in the budget,
run from calendar 1970 through calen-
dar 1972, by half year periods, at
seasonally adjusted annual rates,

Table 5 ~—Impact of Tax Reform, Relief, etc.
on Pnrmnarca: Payments (NIA Hllil]
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ol Business
Profit gain spurs corporate levies

The large increase in profits projected
fiscal 1972 results in a sharp $7% billion
rise in corporate tax liabilities. A
projected increase of more than §9
billion resulting from higher profits
is partly offset by a decline of nearly
$1% billion because of tax changes,
largely attributable to the new de-
preciation rules.

The projected 1972 increase in profits
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tax linbilities rests on an assumption
that pretax profits, excluding the effect
of the new depreciation rules, will rise
nearly $22 billion from fiscal 1971 to
fiscal 1972, The new depreciation rules,
which become effective in calendar
1971, are expected to reduce corporate
tax liabilities by $1 billion in fiscal
1971 and #2% billion in fiscal 1972,
Other tax changes, resulting from al-
ready approved tax reform measures
and repeal of the investment eredit, or
from & new proposal to defer tax
liabilities on certain foreign trade op-
erations, have little net impact on the
1972 change in liabilities.

New depreciation rules

The liberalized depreciation rules
were announced by the President in
January. Although the changes will not
go into effect until public hearings have
been held it is expected that the new
regulations will be formally adopted by
late spring retroactive to January 1.
Briefly summarized, these changes,
which do not require new legislation,
will ;

(1) Authorize the Internal Revenue
Service to accept depreciation based on
an optional “asset depreciation range’
(ADR) under which each business can
choose to take its depreciation deduc-
tions over a period up to 20 percent
shorter (or longer) than present stand-
ard “guideline’” lives fixed in July 1962.

(2) Provide an alternative first year
“eonvention’” which will permit more
depreciation soon after new equipment
is installed. Under the new rules, a full
vear of depreciation can be taken for
assets placed in service in the first half
of & year, and one half year for those
installed in the second half of a year.
This is an alternative to the present
convention, which permits deduction of
half of the annual depreciation in the
vear in which equipment is placed in
service.

(3) Terminate the “reserve ratio”
test for determining limits on deprecia-
tion allowanees,

The new rules generally apply te
assets physically placed in service after
December 31, 1970, but do not apply to
buildings and real estate improvements.
Pending further study the ADR will
not be applicable to electric, telephone,
s, or water utilities.

SURVEY OF CURRENT BUSINESS

In the national income accounts, the
impact of the new depreciation rules
will show up in higher capital consump-
tion allowances, lower corporate profits
before tax and, consequently, lower
corporate tax liabilities. The effective
tax rate for corporations (corporate tax
linbilities divided by corporate profits)
will be essentially unchanged by the
new rules. Corporate cash fow will, of
course, be increased. For calendar 1971,
the Treasury estimates that corporate
capital consumption allowances will be
higher, and pretax profits lower, by
about $4.8 billion; corporate tax liabili-
ties will be reduced, after tax profits
and cash flow increased, by about $2.1
billion. (Nonecorporate capital consump-
tion allowances will be $1.2 billion
higher.)

(cher receipts

Indirect business tax snd nontax
peeruals are projected to increase $1}
billion in fiscal 1972, with the advance
spread over a wide range of excise
taxes and customs duties. Tax changes
are a negligible factor; a small levy on
air travelers to finance aireraft security
mensures is the only change. Under
recently passed legislation, current ex-
cise tax rates on automobiles and tele-
phone service—now 7 percent and 10
percent, respectively—will be retained
through calendar 1973.

Contributions for social insurance,
the second largest category of NIA
receipts, are expected to increase a
record $8% billion in fiseal 1972, to
$61% billion. The projected increase is
nearly twice the 1971 advance and the
largest percentage gain since fiscal 1967,

About $4 billion of the expected 1972
increase results from o large anticipated
rise in the dollar volume of payrolls
covered by the social security and
other retirement and social insurance
programs. The remainder, about $4}
billion, is attributable to tax changes.
Over $1% billion represents the first
full-year effect of the January 1, 1971,
increase in the combined employer-
employee payroll tax from 9.6 percent
to 10.4 percent. Another %2} billion
represents the effect of the propesed
increase in the earnings subject to the
socinl security tax from §7,800 to
$0,000. Both the House and the Senate
approved the increase last year, but
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final approval of a single bill by both
Houses was not achieved before
ad journment.

The increase in the tax base, which is
proposed to be effective January 1,
1971, would have its most marked effect
on actual revenue in the second half
of calendar 1971, as persons would
reach the maximum later in the year
than under the lower base. However,
on a seasonally adjusted basis in the
national ineome seeounts, the effect
will be to inerease contributions approx-
imately $2% billion (annual rate) in
the first quarter of calendar 1971.

Fiscal 1972 Expenditures

Federal expenditures on the NIA
basis are projected to increase about
$15 billion in fiscal 1972, compared with
a %17 billion advance forecast for the
current fiscal year. Defense purchases
are to be basically unchanged in 1972.
Major increases are projected for non-
defense purchases, grants, and transfer
payments, while other expenditures—
for subsidies and interest—are to
decline,

L EESEENGE
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Decline in defense purchoses halted

National defense purchases are es-
timated to remain essentially unchanged
at 874 billion in 1972 following an
expected $4% billion decline in the
current fiscal year, and increase in the
preceding 5 years,

As noted earlier, defense spending in
the unified budget is projected to
increase in 1972, Table 6 shows func-
tional detail of unified budget defense
outlays, and a reconciliation of those
outlays to defense purchases on the
NIA basis.

Across-the-board pay raises for mili-
tary and civilian personnel were ef-
fective in January 1970 and January
1971 and another is budgeted in January
1972, In addition, higher pay for
recruits and lower-grade enlistees is
proposed in fiscal 1972 as part of the
transition to an all-volunteer force.
Pay raises added about $1 billion to
defense purchases in fiseal 1970, and
are expected to add $2% billion in 1971
and &5% billion in 1972; excluding these
pmounts, defense purchases decline
phout 864 billion in 1971 and £2% billion
in 1972,

Tabhle f.—~Relationship of National Defense
Outlays in the Unified Budget to National

Defense Purchases on the NIA Basis
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Excluding the pay raises, military
personnel costs are expected to decline
substantially in 1972 as the result of a
further reduction—nearly 200,000—in
the size of the Armed Forees, It is esti-
mated that by June 30, 1972, the level
of military personnel will be 2.5 million,
n force nearly 200,000 below pre-
Vietnam levels.

Operation and maintenance outlays
will also be lower in fiscal 1972, re-
flecting lower support requirements
for general forees and a modest reduc-
tion in DoD eivilian personnel. Ci-
vilian employment is scheduled to be
reduced only 18,000 during the period
in eontrast to 50,000 in 1971.

Procurement outlays are also ex-
pected to drop in 1972, but the $%
hillion decline is considerably less than
the 3% billion drop estimated for the
current fiseal year. The only procure-
ment inereases in 1972 are for missiles
and ships, each up about $}4 billion.
The inerease in missiles is for continued
conversion of Polaris submarines to
fire the improved Poseidon and for the
purchase of Minuteman IIT and short-
range attack missiles. The Navy will
also spend more money for new high-
speed nuclear subs and destroyers.

An important indicator of future
Do) spending, total obligational au-
thority (TOA), is expected to increase
more than unified budget outlays from
fiscal 1971 to 1972—over $4 billion
versus about $1% billion. Over $2%
billion of TOA is for pay raises and the
proposed  all-volunteer force, while
the other large increase—about 81
billion —is in research and development
gpending. On balance all other TOA is
up $% billion. Hard good purchases
in the NIA data are recorded on a
delivery basizs and show a modest
inerease in 1972.

Atomic energy and other defense-
related purchases are projected to drop
by over §4 billion in fiscal 1972, mainly
because of efforts to reduce strategic
stockpiles.

The recent reductions in defense
spending have had a significant impact
on employment. As can be seen in
chart 11, the estimated average level of
employment attributable to DoD ex-
penditures in fiscal 1971 is about 1%
million below the peak of over 8 million
reached in fiseal 1968. About 14 mil-
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lion of this reduction was in private
employment, 400,000 in military per-
gonnel, and 75,000 in DoD ecivilian
personnel. The estimates of the pri-
vate employment impact were derived
through use of the interindustry model
approach and include not only directly
affected defense employment, but also
employment in supporting industries:
no attempt was made to measure the
additional employment derived from
income multiplier or accelerator offects,

Nondefense purchases up

Nondefense purchases are projected
to show a record increase of nearly
84} billion in fiscal 1972, substantially
more than the $1% billion advance ex-
pected this year. Agriculture will ac-
count for over $1% billion of the 1972
increase, pay increases for about $%
billion, preparing for welfare reform
for 8% billion, with the remaining $2
billion distributed over o wide range
of other programs.

The large increase in agriculture
expenditures is centered in the Com-
modity Credit Corporation and is based
on the assumption that crops will be
larger in 1971 than in 1970—particu-
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lafdy ¢orn, which wns affected by o
blight lnet yeor, and whent and cotbion.
Among the more importsnt increnses
in other nondefense purchases ave
boosts in peograme dealing with law
anforpement and justice, water and
air pollution ¢ontrol, medical pnd health
care, and menpower training. Space
outlays suffer o further reduction,
amounting to 3¥ billion. NASA pur-
chases are estimeted to ba somewhat
more than 33 billion in 1972, down
neerly 50 percent from the peak of
$6 billion in fisaal 1968,

Transfers and grants higher

Government axpenditures affact ag-
gregate demand not only directly,
through purchasea of goods and serv-
ices, but also indirestly through outlays
stich ns transfer payments, gronis-in-
nid, interest payments, and subsidies.
Expanditures other than for purchnses
of poods and servieez nre projected to
incrense nearly $11 billion in fAscal
1872, following a record $20 billion
inorenss in 1971, whan transfers to
persene rose $12X billion. Transfers,
gugmentad by o boost in social seourity
benefits, will incresse $5% billion in
1972. Grants to State and local govern-
ments, including revenua sharing of $4
billion, ara to rise nearly $73 billisn.
The other spending categories—neat
interest paid, subsidies {less tha eurrent
gurplus of government enterprises), and
foreign transfers—are projectad to show
& nat dacline of $2 billion, aftar increas-
ing $24 billion in 1971,

The oenticipated 1972 increase in
transfer payments to persons iz the
sixth consscutive rise of mora than 35
billion, bringing payments from $32
billion in fizeal 1866 to a projected
$72% billion in 1972, (Defense purchases
increased somewhat more than $19%
billior over the smme period.) Tha
substantial growth in recent years has
reanlted from the introduction of new
programs, such as medicara, ns well ns
higher nveroge benefits and o growing
number of hbensficiarias in axisting
programs. In fiseal 2071 and 1972
higher vnemployment bonefits are also
a factor contributing €0 the Tise of
transfers.

Boctal security bensfits (excluding
Medienre) aceount for about %3 billion
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of the 1972 ndvance, with nsady 52
hillion reaulling from proposals to
increpse benefits by 6 percent for 27
million beneficiaries and make other
progrom modifications, effective carly
m calendnr 1971, Automatic adjust-
ment of benefit lavels to keep pace with
the cost of living s proposed beginning
Jenuary 1, 1973, Hospital and medical
payments under the medicare program
sra projected to incresse $34 billion in
1972. That rise would put paymenis
vver $2¥ billivn, ar more thon 2¥ times
the level in fisea] 1966, the first year of
the program.

Unemployment benefits are pro-
jacted to decline over $3 billion in 1972,
to about 4% billion, after rising $2Y4
killion in the current fiseal year. The
budget nszumes that the unsmpleyment
tata will nvernge 4.8 percent in fiscal
1972 ns compored with 5.5 percent in
fisenl 1971. The Council of Economio
Advizers states chat the unempley-
ment rate con be projectsd to drop to
pbout £4 percont by mid-1972, well
balow the Jonusry 1971 levsl of 6
peroant,

Other transfer payments are ex-
peoted io rise 33X billion, with the
largast incrensss occurring in military
and civilian pensions {$L billion), food
stamps ($¥ billion), and veterans
readjostment pregrams (B4  billion).
Tha large rise in pansions results from
ah inerenss in the number of retivees
snd cost-ofliving inrresses in benefits
required by law. Extension of the food
gbamp program hps increased its cost
feom about BY billion in fiaenl 1968 to
slmost $2 billion in 1972.

The 1472 budgat makes no provision
for transfer payment ineraases ns 4
result of welfare reform (the inmily
asgistance pragrom), but it does include
funds for plenning costs. Under pro-
posed legislation, paymenta to individ-
uals would bepin in fiseal 1973. The
first full-year cast of the progrnm is
estimated at about $4 billion, of which
$2X billion would be transler payments
and $1¥ billion grants-in-aid.

Revenue sharing bovsls grants

Grante-in-oid to State and lagul
governments ore piojectad to total
$344 billion in 1972, ap nenrly $7H
billion from the current yeor. The pro-
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posed revenue sharing progream is esti-
mated to ndd $4 billion of new funds to
grants in 1973, The program would
provide lor two forms of sharing: (1)
penersl revenus sharing, which would
shure a portion of Tederal revenues
without program or project restric-
tions; ond (2} special revenue sharing,
consisting of certain existing grants but
without the requirement of matching
funds.

General revenue shaving would stert
in the fourth quarier of calendar 1971,
It would be poid each year in equal
quunrterly instellmente. The funds would
ke ollocated primarily on tho hasis of
State population, with the local gorern-
ments sharing in the payments. The
amount of genersl revenue sharing
would grow with tho growth of the
Fodernl personal income tex  hose.
Special revenue shoring, to go into
effact by January 1, 1072, would be
fundad by general revenues and dis-
tributed In various ways, depending
upon the progrom involved, The budges
ollocations for goeneral and special
revenue shanng in flscal 1972 are
shown in table 7.

Expenditures for the largest grand
progrom, public assistance, are expocted
to incrense about $1)4 billion in 1972 to
nearly $11 billion, following o vise of
almost 2% billion in fisenl 1%71. The
singller ineresse reflects & projocted
slowdown in the grawth of the nmombey
of families with dependent childven
receiving aid.
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Education grants, nnother large cabe-
gory, are projected to vise $3 billion in
1072 to 824 hillion. Mest of tho ad-
vauce 18 in emergoncy school assisgance,
which nide State and lecal governments



20

in mesting the problems of desegregn-
tion nnd “racislly impacted” scheol
districts.

Grants for higher education gre pro-
jected to decline in 1072, although
transfers and loans in this ares would
incrense. Proposad new legislation
would drostically alter tho scope and
nature of Federal aid to higher educa-
tion, [t would aim to insure that no
tualified student would be barred from
collega by lack of funds. A single aid
packnge—consisting of graots, work-
study payments, and subsidized loans—
would be provided to lower incoma stu-
dents. A National Student Loan Aa-
sociation {NSLA} would provide funds
to banks nod colleges for loans to
students at oll ncome lovels. These
foans would be either subsidized or
guaranteed by the government. In
addition, avthority will be requeated
to provide students with up to $1,500
in extra loans based on the vost of the
institutions they nétend.

The remaining incrense in grants,
about §1% billion, is spresd nmeng a
wide variety of programs, principolly
those for law enforcement assistoncn,
manpower development and f.rnining.
community development, and environ-
mentnl protection. The latter progrom
ealls for substuntinl increnses—3200
millien in 1871 and over $¥% billion in
1972—to eomstruct municipal waste
trestment fecilities. Highwoy grants
are expected to advance only slightly
in 1972

Interest payments decline

Net interest paid ie projactad to de-
cline about $¥ billion in 1072. This
reduction would he the first since fgcal
1961 and would follow averange in-
creases of more than $1 billisn since
fisenl 1966. The daeline is hased om nn
assumption of slightly lower interest
rates on new borrowing and a slewdewn
in the growth of publicly-held debt.

Subsidies (less tho current surplus of
gavernmont enterprises) ore projectad
to drop $2 billion in 1972, largely be-
causs increased postal rates are to re-
duce the postal daficit. The budgot
estimates assume thot o rats increase,
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including a 2-cent rise on first olass
mail, will becoma effertive by Meay 15,
1971, providing additionsl revenves of
8156 million in 1971 and over 31Y%
billicn in 1972, The rate incroases mors
than offset a poatal pay raise ssaumed
for April 1, 1971, which adds $150 mil-
lion to expenditures in fisea) 1971 and
slightly more than $¥ billion in 1972

Agricultura subsidies are expected o
declina % billion in 1972, The reduc-
tion is centersd in dirzet payments to
wheas, fesd-grain, and ecotton pro-
ducers, and results from the annual
ceiling of $55,000 per crop estahlished
by the Agricultural Act of 1970. How-
ever, Department of Agriculturs offi-
cials eantioned that these estimatos nre
tentative becouse of uncertninty over
program participation.

Other types of subsidies on balanes
ore up glightly from 1970 levels,
with significant increnses projectzd for
rant supplementz and rental housing
AR=IBLONCE,

Budget-NIA Reconciliation

The differences between the two
budget concepts con be summarized
in the following major categories: {1)
pracedures for netting; {2) timing of
axpenditures; (3) definition of loans;
and {4) all other. Table 8 showz o
summary reconiciliation of the Federal
deficit or surplus me recorded in the
unifial budget and in the national
income accounts.

By focusing on the surplus, it is
possible to disregard the difference in
the troatment of netéing. While this
differeance is substantial, it affects only
the levels of receipts and expendibures
and nolt the size of tha surplus or
deficit a3 measured by the two budget
conospbs.

The unified budget records receipts
ot & cash collections bosis while NIA
receipts are on an ncerual basis, except
for porsonal income taxes which are
rocorded on & payments basis. In fizenl
1972, cush collections are cstimnted to
axeeed NIA receipts by $4Y4 billien.

Tho twe budget measures nlso differ
in the timing of expenditures cxcept
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interest, which is recorded on on
pecrunal basis in both budgeis, The
unified budget pecords sxpenditures
other than interest on a checks-issued
basie. The NIA records most purchuoses
of goods and services on 5 delivery
basis {in line with the general practice
throughout the national acesunts), and
most other expenditures on & checks
issued buoais. Dolivenes are cxpecied to
exceed payments by 3% billion in 1072,

Lending is excluded from the ex-
penditura aceount of the unified budget
and from the Federal sector, hut the
two measures differ in the deBnition of
loans. The unified budget trests most
foreigh loans, and those domestic loans
whose repayment is contingent rother
than mandatory, as axpenditures and
includes them in the expenditure ne-
count. The NIA excludes aoll Joans
except CCC price-support loans, which
are resoidad us Federal purchases and
85 & part of form income. Loan trang-
actions excluded irom the NIA but
included in the unified budget's ox-
penditure nccount are astimated to
axceed B2 billian in 1572,

A nomber of other diffarences xe-
meining are eombined under "'all gther”’
in tahle 2. These imclude foreign
currency btransactions, purchases nnd
salea of land, geographicol diffarences,
and several othot ifems of lesser
importancs. Altogether, they amount
to less than $Y billion in 1972,

Tahble §.—Deconrdlintlon of Unified Bud
rguﬂ or Doficit with Federal Sorplus
eit, Natignal Imponme Accounts
mlh} Basis, Fiscnl Years 1970-72
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